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In accordance with the Charter of the City of Riverside and
under authority granted by the City Council, the City Treasurer
is responsible for investing the unexpended cash in the City
Treasury.

The investnent of the funds of the City of Riverside is
directed toward the goals of safety, liquidity and yield. The
State of California authority governing investnents for
muni ci pal governnments is set forth in the California Government
Code, Sections 53601 t hrough 53659.

The primary objective of the investnment policy of the City of
Ri verside is SAFETY OF PRI NClI PAL. | nvestments shall be placed
in securities as outlined in the authorized investnents and
maturity sections of this docunent. Effective cash flow
managenent and resulting cash investnent practices are
recogni zed as essential to good fiscal nmanagenent and control.
The City nonitors cash flow on a daily basis and reports
results to City Council nmonthly to help ensure that liquidity

is never threatened. The City's portfolio shall be designed
and nmanaged in a manner responsive to the public trust and
consistent with state and |ocal |[|aw. Portfolio managenent

requi res continual analysis and as a result the bal ance between
the various investnents and maturities nmay change in order to
give the City of Riverside the optinmum conbination of necessary
liquidity and yield based on cash fl ow projections.

SCOPE

The investnment policy applies to all financial assets of the
City of Riverside as accounted for in the Conprehensive Annual
Fi nanci al Report (CAFR). Policy statements outlined in this
docunment focus on the City of Riverside's pooled funds, but
will also apply to all other funds under the City Treasurer's
span of control unless specifically exenpted by resolution.
This policy is applicable, but not limted to all funds |isted
bel ow
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- General Fund - Ref use Fund
-El ectric Fund -Capital CQutlay Fund
-Wat er Fund - Speci al Capital
| npr ovenent
- Sewer Fund -Trust and Agency Funds

- Redevel opnent Funds

-Any new fund created by the City Council
unl ess specifically exenpted

One exception does exist regarding the investnment of bond
reserve funds. If in the opinion of the City Treasurer,
matching the segregated investnent portfolio of the bond
reserve fund with the maturity schedule of an individual bond

issue is prudent given current econom ¢ anal ysi s, t he
i nvestnment policy authorizes extending beyond the five year
maturity limtation as outlined in this docunent iif the
necessary |anguage is contained in the specific bond
docunent s.

PRUDENCE

The standard to be used by investnent officials shall be that
of a "prudent investor" and shall be applied in the context of
managing all aspects of the overall portfolio. | nvest ment s
shall be nade with judgenent and care, under circunstances
then prevailing, which persons of prudence, direction and
intelligence exercise in the managenent of their own affairs,
not for speculation, but for investnent, considering the
probable safety of their capital as well as the probable
income to be derived.

The City Treasurer and other individuals assigned to manage
the investment portfolio, acting within the intent and scope
of the investnent policy and other witten procedures and
exercising due diligence, shall be relieved of persona
responsibility and Iliability for an individual security's
credit risk or market price changes, provided deviations from
expectations are reported in a tinely manner and appropriate
action is taken to control adverse devel opnents.

OBJECTI VES
Safety of Principal

Safety of principal is the forenost objective of the City of
Ri ver si de. Each investnent transaction shall seek to ensure
that capital |osses are avoided, whether from securities
defaul t,



Br oker-deal er default or erosion of market val ue. The City
shall seek to preserve principal by mtigating the tw types
of risk, credit risk and market ri sk.
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Credit risk, defined as the risk of |loss due to failure of
the issuer of a security, shall be mtigated by investing
in investnment grade securities and by diversifying the
i nvest ment portfolio.

Mar ket risk, defined as market value fluctuations due to
overall changes in the general level of interest rates,
shall be mtigated by limting the average maturity of the
City's investnment portfolio to three years, the naximum
maturity of any one security to five years, structuring
the portfolio based on historic and current cash flow
analysis, thereby elimnating the need to sell securities
prior to maturity and avoiding the purchase of long term
securities for the sole purpose of short term specul ation.

Liquidity

Because the City operates its own electric and water utility
and bills nmonthly for these services, significant cash flow is
generated on a daily basis. Hi storical cash flow trends are
conpared to current cash flow requirements on an ongoing basis
in an effort to ensure that the City's investnent portfolio
wll remain sufficiently liquid to enable the City to neet al
reasonably antici pated operating requirenents.

MATURI TY MATRI X

It is the City's full intent, at the time of purchase, to hold
all investnments wuntil maturity to ensure the return of all
i nvested principal dollars.

However, it is realized that market prices of securities wll
vary depending on econonic and interest rate conditions at any
point in tine. It is further recognized, that in a well

diversified investnment portfolio, occasional nmeasured gains or
| osses are inevitable due to economc, bond market or
i ndi vidual security credit analysis. These occasional gains or
| osses nust be considered within the context of the overall
i nvest ment program objectives and the resultant long termrate
of return.

Maturities of investnments will be selected based on liquidity
requirenents to mnimze interest rate risk and maximnm ze
ear ni ngs. Current and expected yield curve analysis will be
nmonitored and the portfolio will be invested accordingly. The
wei ghted average maturity of the pooled portfolio should not
exceed three years and the followng percentages of the
portfolio should be invested in the following maturity sectors:
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Maturity Range Suggest ed Percent age

1 day to 7 days 10 to 50%

7 days to 180 10 to 30%

180 days to 360 days 10 to 30%

1 year to 2 years 10 to 20%

2 years to 3 years 0 to 20%

3 years to 4 years 0 to 20%

4 years to 5 years 0 to 20%

over 5 years Counci | Authorization Required
PERFORMANCE
EVALUATI ON
I nvest ment performance is continually nonitored and eval uated
by the City Treasurer. I nvestment statistics and activity

reports are generated on a nonthly basis for presentation to
the City Manager and City Council.

Since the weighted average maturity of the pooled portfolio
can not exceed three years, the investnment portfolio shall be
designed to attain a market-average rate of return conparable
to the average one year U. S. Constant Maturity Treasury (CM).
The one year CMI average will be calculated over the last two
year period endi ng June 30.

DELEGATI ON OF AUTHORI TY

The Charter of the City of Riverside and the authority granted
by City Council on an annual basis assigns the responsibility
of investing unexpended cash to the City Treasurer, who shal
establish procedures for the operation consistent with this
i nvest nent policy. In the City Treasurer's absence, the
Revenue & Contracts Manager and Treasury Supervisor are
authorized to initiate investnent transactions.

| NVESTMENT COWM TTEE

An investnment committee consisting of nmenbers appointed by the
City Manager shall be established to provide general oversight
and direction <concerning policy related 1issues concerning

managenent of the City's investnent pool. The City Treasurer
shall not be a nmenber of the commttee but will serve in a
staff and advisory capacity. The commttee shall neet at

| east quarterly wunless circunstances require nore frequent
meeti ngs.
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ETHI CS AND CONFLI CTS OF
| NTEREST

Officers and enpl oyees involved in the investnent process shal
refrain from personal business activity that conflicts wth
proper execution of the investment program or inpairs their
ability to nake inpartial investnent decisions. Addi tionally,
the City Treasurer is required to annually file applicable
financial disclosures as required by the Fair Politica
Practi ces Conmm ssi on.

SAFEKEEPI NG OF
SECURI TI ES

To protect against fraud or enbezzlenment, or |osses caused by
coll apse of an individual securities dealer, all securities
owned by the City shall be held in safekeeping by a third party
bank trust departnent, acting as agent for the City under the
terms of a custody agreenment or PSA agreenent (repurchase
agreenent collateral). Al'l trades executed by a dealer wll
settle delivery vet payment (DVP) through the City's
saf ekeepi ng agent.

Securities held in custody for the City shall be independently
audited on an annual basis to verify investnent hol dings.

Al'l exceptions to this safekeeping policy nust be approved by
the City Treasurer in witten form and included in nonthly
reporting to City Council

| NTERNAL CONTROL

Separation of portfolio managenment and record keeping between
the City Treasurers' Ofice and the Controller's Ofice is
designed to provide an ongoing internal review to prevent the
potential for converting assets or concealing transactions.

Exi sting procedures require all wire transfers initiated by the
Fi nance Departnent-Treasury Section be reconfirmed by the
appropriate financi al institution to non-Treasury staff.
Proper docunentation obtained from confirmation and cash
di sbursenent wire transfers is required for each investnent
transaction. Tinmely bank reconciliation is conducted to ensure
proper handling of all transactions.



The investnment portfolio and all related transactions are
revi ewed and bal anced to appropriate general |edger accounts by
the Controller's office on a nonthly basis.

An independent analysis by an external auditor shall be
conducted annually to review internal control, account activity
and conpliance with policies, procedures and applicable | aws.
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REPORTI NG

The City Treasurer shall prepare nonthly reports for the City
Manager and City Council which shall include the face anount of
the investnent, the classification of the investnment, the nane
of the institution or entity, the rate of interest, the
maturity date, the current market value and accrued interest
due for all securities. The report shall also detail all
repurchase agreenents and reverse repurchase positions and
associated liabilities.

QUALI FI ED BROKER/ DEALERS

The City shall transact business only wth banks and
br oker/ deal ers. The broker/dealers should be prinmary deal ers
regularly reporting to the New York Federal Reserve Bank.
Exceptions will be nade only upon witten authorization by the
City Treasurer. Investnment staff shall investigate deal ers who

wish to do business with the City to determine if they are
adequately capitalized, have pending |egal action against the
firm or the individual broker and mke markets in the
securities appropriate to the City's needs.

The City Treasurer shall annually send a copy of the current
i nvestnment policy to all broker/deal ers approved to do business
with the City. Receipt of this policy shall be considered
confirmation that the broker/dealer understands the City's
investnent policies and intends to offer the City only
appropriate investnents authorized by this investment policy.

COLLATERAL REQUI REMENTS

Collateral is required for investnments in certificates of
deposi t, repur chase agreenents and reverse repur chase
agr eenents. In order to reduce market risk, the collateral
level will be at least 102" of market value of principal and

accrued interest.

The only securities acceptable as collateral shall be direct
obligations of, or fully guaranteed as to principal and
interest by, the United States or any agency of the United
St at es.
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AUTHORI ZED
| NVESTMENTS

Investment of City funds is governed by the California
Government Code Sections 53600 et seq. Wthin the context of
the limtations, the followng investnents are authorized, as
further limted herein:

1. United States Treasury Bills, Bonds, and Notes or those
for which the full faith and credit of the United States
are pledged for paynent of principal and interest. There
is no percentage limtation of the portfolio which can be
invested in this category, although a five year maturity
limtation is applicable.

2. bligations issued by the Governnent National Mortgage
Associ ation (GNMA), the Federal Farm Credit System ( FFCB),
the Federal Home Loan Bank Board (FHLB), the Federal
Nati onal Mrtgage Association (FNMA), the Student Loan
Mar keti ng Association (SLMA), and the Federal Hone Loan

Mort gage Association (FHLMC). There is no percentage
limtation of the portfolio which can be invested in this
category, although a five year maturity limtation is

appl i cabl e.

| nvestnments detailed in items 3 through 10 are further
restricted to percentage of the value of the portfolio in any
one issuer nanme to a maxi num of 15% The total value invested
in any one issuer shall not exceed 5% of the issuers net worth.
Again, a five year maxinmum maturity limtation is applicable
unl ess further restricted by this policy.

3. Bills of exchange or tinme drafts drawn on and accepted

by commer ci al banks, ot herw se known as banker's
accept ances. Banker's acceptances purchased my not
exceed 270 days to maturity or 40% of the value of the
portfolio.

4. Commerci al paper ranked P1 by Mody's |Investor Services
or Al by Standard & Poor's, and issued by donestic
corporations having assets in excess of $500,000, 000.
Purchases of eligible comercial paper nmay not exceed 180
days to maturity nor represent nore than 10% of the
out st andi ng paper of the issuing corporation. Pur chases
of commerci al paper may not exceed 15% of the value of the
portfolio.



5. Negotiable Certificates of deposit issued by nationally
or state chartered banks or state or federal savings
institutions. Purchases of negotiable certificates of
deposit may not exceed 30% of the value of the portfolio.
A maturity limtation of five years is applicable.
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6. Repurchase agreenents wth specific terns and
condi tions may be transacted with banks and
br oker/dealers. The maturity of the repurchase agreenents
shal | not exceed 90 days.

The market value of the securities used as collateral for
the repurchase agreenents shall be nonitored by staff and
shall not be allowed to fall below 102% of the val ue of

the repurchase agreenent. A PSA Master Repurchase
Agreenent is required between the City of Riverside and
the Dbroker/dealer or financial institution for al

repurchase agreenents transacted.

7. Reverse repurchase agreenents which specifies terns and
conditions may be transacted wth broker/dealers and
financial institutions but can not exceed 20% of the
portfolio value on the date entered into. The City may
enter into reverse repurchase agreenents only to fund
short term Iliquidity needs. The term of reverse
repurchase agreenments may not exceed 90 days.

8. Local Agency Investnment Fund (LAIF), which is a State
of California managed investnent pool, nmay be used up to
the maxi num permtted by California State Law.

9. Tine deposits, non-negotiable and collateralized in
accordance with the California Governnent Code, nmay be
purchased through banks or other financial institutions.

Since tine deposits are not liquid, no nore than 25% of
the investnent portfolio my be invested 1in this
I nvest nent type. Col l ateral nust be at |east 102% of

principal and accrued interest of each tine deposit
conputed and reported on a daily basis.

10. Medium Term Corporate Notes, with a maximum maturity

of five years may be purchased. Securities eligible for
i nvestnment shall be rated AA or better by Mody's or
Standard & Poor's rating services. Purchase of nedium

term notes may not exceed 30% of the market value of the
portfolio and no nore than 15% of the market value of the
portfolio nmay be invested in notes issued by one
cor porati on. Commerci al paper holdings should also be
I ncl uded when cal culating the 15% | imtation.

11. Ineligible investnents are those that are not
described herein, including but not Ilimted to, commoDn
stocks and long term (over five years in maturity) notes
and bonds are generally prohibited from use in this



portfolio. On occasion, special circunmstances arise that
necessitate the purchase of securities beyond the five
year limtation which require City Council approval prior
t o purchase.
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12. Various daily cash funds adm nistered for or by
trustees, paying agents and custodi an banks contracted by
the City of Riverside may be purchased as allowed under
State of California Government Code; Only funds holding
U.S. Treasury or Governnent agency obligations can be

utilized.
The following summary of rmaximum percentage limts, by
instrunent, is established for the City's total pooled funds
portfolio:

I nvest nent Type Per cent age

Repur chase Agreenents 0 to 100%

Local Agency Investnent Fund $30, 000, 000 per acct.

US Treasury Bonds/ Notes/Bills 0 to 100%

US Government Agency Obligations 0 to 100%

Bankers' Acceptances 0 to 40%

Commer ci al Paper 0 to 15%

Negoti able Certificates of Deposit 0 to 30%

Time Certificates of Deposit 0 to 25%

Medi um Ter m Cor por at e Not es 0 to 30%

Reverse Repurchase Agreenents 0 to 20%

DERI VATI VE | NVESTMENTS

Derivatives are investnents whose value is "derived" from a
benchmark or i ndex. That benchmark can be alnpbst any
financial measure from interest rates to comodity and stock
prices. The City of Riverside's investnent policy shall be in
conpliance with California State Governnent Code which

effective January 1996, prohibits the purchase of inverse
floaters, range notes, interest only strips or securities that
could result in zero interest accrual at any point in the life
of the security.

Additionally, wuse of derivative type securities is further
limted to I nvest nent s tied solely to i nt er est rate
structures, such as repurchase agreenents, step-up and
floating rate securities.

Future purchases of securities «classified as derivative
securities nust be issued by an agency or entity authorized by
this investnment policy and nust receive prior approval from
the City Treasurer.

LEG SLATI VE CHANGES



Any State of California |legislative action, that

further
restricts allowable maturities, investnment type or percentage
all ocations, will be incorporated into the City of Riverside's

I nvestment Policy and supersede any and all previous applicable
| anguage.
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| NTEREST EARNI NGS

Al'l rnonies earned and collected frominvestnents authorized in
this policy shall be allocated nmonthly based on the cash
bal ance in each fund as a percentage of the entire pooled
portfolio.

LI M TI NG MARKET VALUE EROSI ON

The Jlonger the maturity of securities, the greater their
mar ket price volatility. Therefore, it is the general policy
of the City to limt the potential effects from erosion in
mar ket val ues by adhering to the foll ow ng guidelines:

All imrediate and anticipated liquidity requirements wll
be addressed prior to purchasing all investnents.
Maturity dates for long-term investnents wll coincide

with significant cash flow requirements where possible.

All  long-term securities wll be purchased with the
intent to hold all investnents to maturity under then
prevailing economc conditions. However, econom c or
mar ket conditions nmay change, nmaking it in the City's
best interest to sell or trade a security prior to
maturity.

PORTFOLI O MANAGEMENT

ACTIVITY

The investnent program shall seek to augnent returns
consistent with the intent of this policy, identified risk
limtations and prudent I nvest nent princi pal s. These
obj ectives wll be achieved by use of the follow ng

strategies:

Active Portfolio Managenent Through active fund and cash fl ow
managenent conbi ned with taking advantage of current econonic
and interest rate trends, the portfolio yield may be enhanced
with limted and nmeasurable increases in risk by adjusting the
wei ghted maturity of the total portfolio.

Security Swaps The City may take advantage of security swap
opportunities to inmprove the overall portfolio yield. A swap
whi ch inproves the portfolio yield may be selected even if the




transactions result in an accounting | oss. Docunent ati on for
swaps will be included in the City's pernmanent investnent file
docunments.
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Conpetitive Bidding It is the policy of the City to require
conpetitive bidding for investnment transactions that are not
classified as "new issue" securities. For the purchase of non
"new i ssue" securities and the sale of all securities at | east
three bidders nust be contacted. Conpetitive bidding for
security swaps is also suggested but not required. However
the pricing of the swap should be verified to current market
conditions and docunented for auditing purposes.

POLI CY REVI EW

The City of Riverside's investnent policy shall be adopted by

resolution of the City Council on, at mninum an annual
basi s. This investnent policy shall be reviewed at |east
annually to ensure its consistency with the overall objectives
of preservation of principal, liquidity and yield, and its
rel evance to current law and financial and econom c trends

Any anendnents to the policy shall be forwarded to City

Counci|l for approval.
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Accrued Interest- Interest earned but not yet received.
Active Deposits- Funds which are inmediately required for disbursenent.

Anprtization- An accounting practice of gradually decreasing (increasing) an asset's book
val ue by spreading its depreciation (accretion) over a period of tinme.

Asked Price- The price a broker/dealer offers to sell securities.
Basi s Point- One basis point is one hundredth of one percent (.01).
Bid Price- The price a broker/dealer offers to purchase securities.

Bond- A financial obligation for which the issuer promses to pay the bondholder a
specified stream of future cash flows, including periodic interest paynments and a
princi pal repaynment.

Book Value- The value at which a debt security is shown on the holder's balance sheet.
Book value is acquisition cost |less anortization of prem um or accretion of discount.

Certificate of Deposit- A deposit insured up to $100,000 by the FDIC at a set rate for a
specified period of tine.

Col | ateral - Securities evidence of deposit or pledges to secure repaynent of a | oan. Al so
refers to securities pledged by a bank to secure deposit of public noneys.

Conpr ehensi ve Annual Financial Report (CAFR)- The official annual financial report for the
City. It includes five conbined statenents and basic financial statenents for each
i ndividual fund and account group prepared in conformty wth GCenerally Accepted
Accounting Principals (GAAP).

Constant Maturity Treasury (CMI)- An average yield of a specific Treasury maturity sector
for a specific tine frame. This is a market index for reference of past direction of
interest rates for the given Treasury maturity range.

Coupon- The annual rate of interest that a bond's issuer pronm ses to pay the bondhol der on
the bond's face val ue.

Credit Analysis- A critical review and appraisal of the economc and financial conditions
or of the ability to neet debt obligations.

Current Yield- The interest paid on an investnent expressed as a percentage of the current
price of the security.

Cust ody- A banking service that provides safekeeping for the individual securities in a
custonmer's investment portfolio under a written agreement which also calls for the bank to
collect and pay out income, to buy, sell, receive and deliver securities when ordered to
do so by the principal.

Delivery vs. Payment (DVP)- Delivery of securities with a sinultaneous exchange of noney
for the securities.

Di scount- The difference between the cost of a security and its value at maturity when
quoted at | ower than face val ue.

Diversification- Dividing investnent funds anong a variety of securities offering
i ndependent returns and risk profiles.



Dur ati on- The wei ghted average maturity of a bond's cash flow stream where the present
value of the cash flows serve as the weights; the future point in time at which on
average, an investor has received exactly half of the original investment, in present
value terms; a bonds zero-coupon equivalent; the fulcrum of a bond's present value cash

flow tine |ine.

Fannie Mae- Trade nane for the Federal National Mrtgage Association (FNMA), a U.S.
sponsored corporation.

Federal Reserve System The central bank of the U S. which consists of a seven nenber Board
of



Governors, 12 regional banks and 5,700 comerci al banks that are nembers.

Federal Deposit Insurance Corporation (FDIC)- Insurance provided to customers of a
subscri bing bank which guarantees deposits to a set limt (currently $100,000) per
account .

Fed Wre- A wre transmssion service established by the Federal Reserve Bank to
facilitate the transfer of funds through debits and credits of funds between participants
within the Fed system

Freddie Mac- Trade nane for the Federal Hone Loan Mortgage Corporation (FHLMC), a U.S.
sponsored corporation.

G nnie Mae- Trade name for the Governnent National Mrtgage Association (GNMA), a direct
obligation bearing the full faith and credit of the U S. Governnent.

I nactive Deposits- Funds not inmmedi ately needed for disbursenment.

Interest Rate- The annual yield earned on an investnment expressed as a percentage.

I nvest ment Agreenents- An agreenent with a financial institution to borrow public funds
subject to certain negotiated terms and conditions concerning collateral, liquidity and
interest rates.

Liquidity- Refers to the ability to rapidly convert an investment into cash.

Mar ket Val ue- The price at which a security is trading and could presumably be purchased
or sold.

Maturity- The date upon which the principal or stated value of an investnent becones due
and
payabl e.

New | ssue- Term used when a security is originally "brought'' to nmarket.

Perfected Delivery- Refers to an investnment where the actual security or collateral is
held by an independent third party representing the purchasing entity.

Portfolio- Collection of securities held by an investor.
Primary Dealer- A group of government securities dealers that submt daily reports of
mar ket activity and security positions held to the Federal Reserve Bank of New York and

are subject to its informal oversight.

Purchase Date- The date in which a security is purchased for settlement on that or a later
dat e.

Rate of Return- The yield obtainable on a security based on its purchase price or its
current market price. This may be the anmprtized yield to maturity on a bond or the

current income return.

Repurchase Agreenent (REPO)- A transaction where the seller (bank) agrees to buy back from
the buyer (City) the securities at an agreed upon price after a stated period of tinme.

Rever se Repurchase Agreenent (REVERSE REPO)- A transaction where the seller (City) agrees
to buy back from the buyer (bank) the securities at an agreed upon price after a stated
period of tine.

Ri sk- Degree of uncertainty of return on an asset.

Saf ekeepi ng- see custody.



Sallie Mae- Trade name for the Student Loan Marketing Association (SLMA), a U S. sponsored
cor poration.

Secondary Market- A market made for the purchase and sale of outstanding issues follow ng
the initial distribution.

Settlenent Date- The date on which a trade is cleared by delivery of securities against
funds.

Treasury Bills- U S. Treasury Bills which are short-term direct obligations of the U S.
CGovernnent issued with original maturities of 13 weeks, 26 weeks and 52 weeks; sold in
m ni mum anmounts of $10,000 in nultiples of $5, 000 above the mininum [Issued in book entry
formonly. T-bills are sold on a discount basis.

U.S. Government Agencies- Instruments issued by various US Governnent Agenci es nost of
whi ch are



secured only by the credit worthiness of the particular
agency.

Yi el d-The rate of annual income return on an investnent, expressed as a percentage. It is
obt ai ned by dividing the current dollar income by the current market price of the
security.

Yield to Maturity- The rate of income return on an investnment, m nus any prem um or plus
any discount, with the adjustnent spread over the period fromthe date of purchase to the
date of maturity of the bond, expressed as a percentage

Yield Curve- The yield on bonds, notes or bills of the same type and credit risk at a
specific date for maturities up to thirty years

Revi sion 99-1 (04/19/99)



